This paper investigates bilateral trade in banking services within the European Union. The attention has been addressed to two main issues. First, to test the bank's motivations for setting up the different forms of overseas offices, and secondly, to assess the importance of barriers to entry across national European banking systems. Empirical results confirm the existence of different motivations for establishing representative offices, branches and subsidiaries in foreign locations. In addition, evidence has been achieved about the importance of non-regulatory barriers that could make difficult the existence of a single European market for banking services.
If differences in prices for banking services are due to the existence of barriers that would isolate domestic banking systems from competition, the elimination of these barriers should lead to a reduction in price differentials for financial services across Europe. This was the main aim of the Second Banking Directive approved in 1988. It established the principle of mutual recognition, and the existence of a single license for operating across the European Community. Therefore, a bank authorized to operate in a member country could operate in any other member country without the need of local authorization. It was expected that once regulatory barriers to foreign banks were removed, a substantial cross-border banking movement within Europe would occur. Nevertheless, ten years after the approval of the II Banking Directive the level of integration of the European banking system does not seem to have changed much. According to White (1998) , in 1998 cross-border offices within Europe represent less than 0,3% of the total banking offices. This fact would indicate that crossborder banking movement had not occurred yet. Some factors have been suggested as responsible of this situation. First, as traditional barriers to entry have been removed, the attention must be addressed to other kind of barriers, such as technical standards and cultural differences between consumers across Europe. These barriers may have the effect of isolating domestic banking systems from competition, making difficult the existence of a single European market for banking services.
Model
The purpose of this section is to specify a model of cross-border banking movements across Europe. Unlike most previous researchers, in this paper international expansion through representative offices, branches and subsidiaries is investigated. The proposed model is based on the activities typically carried out by overseas banking offices. In addition, the existence of barriers between national banking systems has been considered. The bank's motivations for entering a foreign market have been traditionally classified in four main areas: 1) servicing exporters from the home country, 2) servicing foreign subsidiaries of home country clients, 3) participating in the host country's capital markets, and 4) participating in the host country's banking system. Heinkel and Levi (1992) The discussion about the determinants of cross border banking movements within Europe is presented next.
Servicing home country clients
A main motive for establishing banking offices abroad has been to provide banking services to home country clients. The range of banking services typically offered would include the provision of information about the general and economic conditions for doing business in a particular foreign country and, above all, the collection of receivables for home country exporters. The rationale of this behavior would be the need to preserve existing banking relationships in the home country before they could be eventually substituted by a new banking relationship (Williams, 1997) . Empirical evidence widely supports servicing home 7 country exporters as a determinant of foreign banking expansion (see Heinkel and Levi, 1992 , Ter Wengel 1995 and Brealey and Kaplanis, 1996 .
Following-the-client-behavior
Banks following their clients' multinational expansion has been widely considered as a main motivation of cross-border banking movements (see e.g. Grubel, 1977 and Gray and Gray, 1981) . Information asymmetries regarding local banks about the client's financial needs would constitute a main ownership advantage for the foreign bank. Empirical research supports, for the most part, a following-the-client behavior in the banking sector (Grosse and Goldberg, 1991 and Ter Wengel, 1995) . However, a general agreement does not exist about the organizational form used by the bank for servicing clients in foreign locations.
Participating in the host country' s capital market
Banks have traditionally played a major role in domestic and international capital markets.
The growing expansion of commercial banks towards the securities business 2 should make this trend to continue and even increase in the future.
Accordingly, some authors have suggested that banks will establish facilities abroad with the aim of participating in the host country's capital market. Hence, through overseas offices banks would funnel internationally the savings originated in the home country. The greater possibilities of diversification available at an international level would justify this behavior.
Previous research has revealed the existence of large and well-developed capital market in the home country, as a determinant of banking expansion abroad (see Heinkel and Levi, 1992) .
Participating in the host country' s banking system
Participating in the host country banking system should be a quite straightforward motivation for establishing overseas offices. Accordingly, banks would enter in foreign countries to carry out the typical commercial banking activity of lending and accepting deposits. Since the interest margin -the difference between interest earned and paidconstitutes the main component of banking benefits, high interest margins -adjusted for the Nevertheless, monopoly rents that persist with time are only possible under the existence of effects arise: the existence of monopoly rents will make a foreign location more attractive to the entry less likely to occur. The net result, of course, will depend on which effect prevail. Goldberg and Johnson, 1990) . In fact, a license from the national authority is needed in most countries to operate in the market. The Second Banking Directive established the single operate in a member country could operate in any other member country without the need of local authorization. However, although national European governments can not formally entry involves the acquisition of a national bank. The recent attempt by Nationale
Host country' s attitude towards foreign entry
Netherlanden to acquire Bank Brussels Lambert constitutes a good example of this situation.
Cultural distance
Differences between consumers across Europe are expected to constitute an entry barrier in highly standardized products, the bank's ability to connect with its potential client needs will be lower when important cultural differences exist. This would explain what casual observation shows: the firsts movements abroad tend to occur towards nearby countries, that typically share cultural similarities with the home country. Empirical evidence for the US supports cultural distance as a barrier of entry in international banking (Grosse and Goldberg, 1991) .
Therefore, we expect that a higher cultural distance between two countries will make bilateral banking movements less likely to occur.
Data and variables
In this paper, the proposed model has been estimated using Poisson regression. Previous researchers investigating foreign banking activity have mainly used ordinary least squares (e.g. Heinkel and Levi, 1992 and Grosse and Goldberg, 1991) and logistic regression (Ter Wengel, 1995) . An exam of our matrices of data shows some limitations associated to both approaches. First, ordinary least squares do not allow to capture the discrete nature of the dependent variable: the number of banks proceeding from country i with offices in country j.
On the other hand, logistic regression only allows two values for the dependent variable: 0 for all cases where no bank from country i has entered country j and 1 otherwise. Therefore, The three models that will be estimated are:
The sign above each independent variable in the former expressions indicates the expected effect according to the discussion in section 3.
The sample used for estimating the models is formed by the banks included in the top 300 by the Banker in 1994, belonging to any of the EUR-15 countries excluding Luxembourg. The exclusion of Luxembourg has been due to the non-availability of data corresponding to this 
Results
Empirical results presented in table 2 show the significance of the proposed model for the three forms of overseas offices: representative offices, branches and subsidiaries.
Nevertheless, as it will be discussed next, some interesting differences regarding the form of representation have emerged.
According to the motivation for entering a foreign market, the level of exports from the home country positively affects, as expected, the bank's entry in a foreign location. Variable EXP shows a positive associated coefficient, statistically significant at a 0.01 level in the three models, showing that banking services to home country clients are provided through representative offices, branches and subsidiaries. Evidence has been achieved supporting a following-the-client behavior in the banking sector. As expected, the presence in a foreign location of multinationals from the bank's country of origin positively affects the setting up of representative offices, branches and subsidiaries. As in the previous case, the associated coefficient to MNC has a positive sign being statistically significant at a 0.01 level in the three models.
Participating in the host country's capital market positively affects cross-border banking movements through representative offices and branches but not through subsidiaries. In the first two cases, variable CAP shows a positive associated coefficient, significant at a 0.01 level. On the contrary, in the model of subsidiaries it has a negative sign although it is not statistically significant. This result would suggest that banks tend to participate in the host country's capital market through representative offices and branches but not through subsidiaries.
High interest margins in the host country positively affect foreign banking entry through representative offices and branches, while surprisingly it does not affect the setting up of subsidiaries. The associated coefficient to IM is positive and statistically significant at a 0.01 level for representative offices and branches, meanwhile it is negative although nonsignificant in the model of subsidiaries. According to the definition of interest margins, a positive sign would indicate that high interest margins in a foreign location would make this location more interesting for the bank, favoring the entry. Due to its legal status, the subsidiary seems to be the suitable form of representation for participating in the host country's banking system. Hence, a positive coefficient was expected. However, as it has been previously noted, high interest margins are usually associated to barriers to entry, especially important in the retail banking segment. Therefore, the existence of entry barriers could neutralize the attractiveness of the foreign location due to high interest margins.
Representatives and branches, on the other hand, focus their activity on the wholesale banking segment, where barriers to entry are lower. The attitude of host country authorities towards foreign entrants does not affect crossborder banking movements through representative offices and branches. In both cases, variable R shows a positive coefficient which is not statistically significant. In the model of subsidiaries, the associated coefficient is negative and significant, but only at a 0.1 level. This result suggests that a restrictive attitude by host country authorities toward foreign entrants does not affect the setting up of representative offices and branches, but paradoxically favors the entry through subsidiaries. A quite straightforward explanation would be that while no barriers seem to exist for representative offices and branches -probably because they tend to operate in the wholesale segment-, banks tend to establish subsidiaries in locations with restrictive policies about foreign entrants, where higher monopoly rents should exist.
14 Finally, cultural differences between clients across Europe negatively affect cross-border banking movements through representative offices, branches and subsidiaries. The coefficient associated to CD is negative in the three models. Its significance level is 0.01 in the models of branches and subsidiaries, and 0.05 in the model of representative offices.
Therefore, as it had been hypothesized, cultural distance constitutes an important nonregulatory barrier in cross-border banking within Europe.
Conclusions
This paper has investigated cross-border banking movements within Europe. The attention has been addressed to two set of issues. To test the bank's motivations for establishing different forms of overseas offices and, to assess the existence of barriers to entry in the European national banking systems.
Our results show that important differences exist between the setting up of representative offices and branches, regarding foreign subsidiaries. Therefore, while representative offices and branches may be considered, to a certain extent, substitute forms of representation for the parent bank, subsidiaries play a different role. Unlike the other forms of representation, subsidiaries do not seem to take an active role in the host country's capital market. In addition, banks tend to establish subsidiaries in locations with a more restrictive attitude towards foreign entrants, possibly due to the existence of monopoly rents in the retail segment. This result supports the assumption by Heinkel and Levi (1992) , that subsidiaries compete less directly with other forms of representation, than other forms of representation compete between them.
The results also reveal the importance of non-regulatory barriers, such as cultural distance between consumers within Europe, in the integration of national banking systems. This result is especially important, showing that although regulatory barriers were completely removed, cultural differences could make difficult the existence of a single European market for banking services. In this point, we must mention the effect that the introduction of the Euro should have in the integration of the European banking systems. As some authors have noted, separate currencies divide the market in money even more than those in other goods
